Chapter 1 contains standard material on stochastic processes, martingales and stochastic calculus. Some of the topics, such as the martingale representation theorem or the Girsanov change of measure, are essential for later development. Others, such as the discussion of Levy processes, appear less relevant. Chapter 2 covers key results from the Theory of Optimal Stopping. The results are presented in a condensed form with short but explicit proofs. The presentation is informative and easy to follow. Much of the discussion is centered around the Dirichlet and Snell Envelopes. These notions are extended to the case in which the stopping region is a subset of the time domain. The classic notions and their properties extend in a natural way to this setting.
The application to finance is mainly based on the martingale approach to valuation (risk neutralization procedure). (1976) , Kim (1990) , Jacka (1991), Carr, Jarrow and Myneni (1992) , and Myneni (1992). The last section of this chapter examines Gittens indices and their relation to the EEP. This result is not well known and is potentially interesting. The reader would have benefited from a discussion about the potential uses of this representation for option valuation.
Chapter 6 concludes with a brief exposition of a valuation method for Europeanstyle derivatives when portfolios are constrained. The bulk of the material is a summary of the paper by Cvitanic and Karatzas (1992) . The value of a K-hedgeable derivative is defined as the minimum cost for which the derivative can be super-replicated. This value is shown to equal the value of the derivative in an auxiliary unconstrained financial market with suitably adjusted interest rate and stock returns. Although the mathematics involved are interesting some readers will undoubtedly wonder about the foundations of this valuation method. Indeed, when markets fail to be complete the introduction of new derivatives will, in general, have an effect on the underlying securities prices. Even if these feedback effects are ignored it is not obvious that the price of the derivative can be computed without deriving investors' demand functions and imposing market clearing conditions. A mention of these difficulties inherent in the process of valuation in frictional markets would have been welcomed. Submit your manuscripts at http://www.hindawi.com
